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(57) ABSTRACT 

Auto insurance customers can be transitioned from an initial 
rating algorithm A to a Subsequent algorithm B by phasing 
in the transition over a period of several years. The premium 
charged during the transition period is equal to the premium 
calculated under the rating algorithm B minus a premium 
adjustment. The premium adjustment is given by the differ 
ence between the premium according to algorithm B minus 
the legacy premium from algorithm A, said difference being 
multiplied by a rating transition factor. The rating transition 
factor may be a linearly decreasing function which has a 
value of 1 just before the transition period and a value of 
Zero at the end of the transition period. The transition period 

22, 2005. may be in the range of 3 to 8 years long. 
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PREMUM TRANSTON FACTOR 

CROSS REFERENCE TO RELATED 
APPLICATION 

0001. This application claims the benefit of the filing date 
of U.S. provisional patent application Ser. No. 60/738,889, 
filed Nov. 22, 2005, entitled “Premium Transition Factor'. 
Said provisional application is incorporated herein by ref 
CCC. 

FIELD OF THE INVENTION 

0002 This invention is in the field of automobile insur 
ance. This invention is more particularly in the field of 
algorithms for setting auto insurance rates. 

BACKGROUND OF THE INVENTION 

0003) Automobile insurance premiums vary over time. 
The variations can be categorized as “normal” variations or 
“significant variations. This invention seeks to mitigate at 
least one source of significant variations in an insured 
driver's automobile insurance rates so that said driver will 
be more satisfied with his or her insurance coverage. 

0004 FIG. 1 illustrates normal variations in auto insur 
ance rates. FIG. 1 shows a bar graph 100 of the annual 
premiums for a given insured driver over a 10 year period. 
The premiums might go down in a given year due to such 
factors as the maturing of the driver, good driving record of 
the driver, or better financial performance by the insurance 
company providing the insurance. 

0005 Alternatively, the premiums might go up 102 in a 
given year due to Such factors as poor driving record of the 
driver, overall inflation, and changes in the laws governing 
the types of losses that the insurance company must cover. 
0006 These factors may cause the premium to vary up to 
+/-20% and normally are not a cause of major concern for 
a typical driver. 

0007 FIG. 2 illustrates the occurrence of a significant 
variation in an insured driver's premiums. FIG. 2 shows a 
bar graph 200 of the annual premiums for a given insured 
driver over a 10 year period. In year 4, the driver had a 
significant increase 202 in premium. 

0008. A significant increase in premium can be due to 
Such factors as adding a new driver to a policy, adding a new 
vehicle to a policy, or the insured driver moving to a “high 
loss area. A high loss area might be an area that, for 
example, has a high auto theft rate or unusually high traffic 
density. 

0009 Insured drivers can also have significant decreases 
in premium. A significant decrease in premium can be due 
to such factors as removing an insured driver from an 
insurance policy, removing a vehicle from a policy and 
moving to a “low loss' area. 
0010. A change in premium is defined as significant if it 

is more than +/-20%. 

0011. A significant change in premium may alternatively 
be defined as when the change is more than twice what an 
insured driver normally experiences. For example, if a given 
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insured driver normally sees year-to-year premium varia 
tions of only +/-5%, then a change of +/-10% would be 
considered significant. 
0012. A significant increase in premium will be noticed 
by an insured driver and can cause said insured driver to take 
action. The action might include shopping for a new insur 
ance company or registering a complaint with said insured 
driver's State insurance department. 
0013 If a large number of insured drivers experience a 
significant increase in premium at about the same time or for 
the same reason, they may organize and take political action 
to address said reason for their increase. This is particularly 
true if the rate increase appears to be arbitrary. 
0014) A rate increase may appear to be arbitrary if the rate 
increase cannot be associated with any change in status of a 
driver, such as the addition of a new driver to a policy. 
00.15 All states within the United States have laws and 
regulations that are designed at least in part to protect 
insured drivers from significant but arbitrary increases in 
their premiums. These laws and regulations, however, can 
have unintended consequences which actually cause the 
significant increases they were designed to prevent. 
0016 For example, a given state may pass laws and 
regulations that limit how much an insurance company can 
raise premiums in a given year. This may be acceptable to 
most insurance companies doing business in the state, but 
for some, particularly those that experience high losses, it 
may not allow them to continue to do business in the state. 
Hence these companies will leave the state and the drivers 
who had been insured by them will then have to seek 
insurance coverage from one of the state's remaining insur 
ance companies. 
0017 Unfortunately when a large number of insured 
drivers have to Switch from one insurance company to 
another, the act of Switching will cause at least Some of the 
drivers to experience a significant rate increase. This 
increase may appear to be arbitrary to a given insured driver 
since it will be perceived to be unrelated to any identifiable 
risk factor associated with said driver, such as whether or not 
said driver is a “good driver” or a “bad driver'. At least some 
of the drivers for whom said rate increase appears arbitrary 
may become irate, shop for new insurance companies, 
and/or lodge complaints with their insurance department. 
0018 Hence there is a long-felt need for a method of 
helping drivers Switch from one insurance company to 
another without a large fraction of said drivers being Sub 
jected to significant but seemingly arbitrary increases in 
their insurance premiums. 

SUMMARY OF THE INVENTION 

0019. The Summary of the Invention is provided as a 
guide to understanding the invention. It does not necessarily 
describe the most generic embodiment of the invention or all 
species of the invention disclosed herein. 
0020 Most of the insured drivers within a given block of 
business can be protected from a significant but arbitrary 
increase in premium when they change from a first insurance 
company A to a second insurance company B if said second 
insurance company B “phases-in' the particular algorithm 
they use to determine the premiums for said insured drivers. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

0021 FIG. 1: Bar graph of normal variations of auto 
insurance premiums versus time. 
0022 FIG. 2: Bar graph showing a significant variation in 
auto insurance premium. 

0023 FIG. 3: Illustration of an auto insurance rate setting 
process. 

0024 FIG. 4: Bar graph showing the distribution of the 
ratio of premiums calculated by two different rating algo 
rithms. 

0.025 FIG. 5: Bar graph showing the phased-in transition 
from one rating algorithm to another during a transition 
period. 

0026 FIG. 6: Bar graph showing a premium transition 
factor varying during a transition period. 

0027 FIG. 7: Bar graph and line graphs showing the 
effects of a shape parameter on a premium transition factor 
varying during a transition period. 

0028 FIG. 8: Bar graph showing a phased-in transition 
from one rating algorithm to another when the second 
algorithm causes a significant decrease in premium during a 
transition period. 

DESCRIPTION OF THE PREFERRED 
EMBODIMENT 

0029. The following detailed description discloses vari 
ous embodiments and features of the invention. These 
embodiments and features are meant to be exemplary and 
not limiting. 

0030. In order to understand how the invention can 
provide for the gradual transition from the rating method of 
an insurance company A to the rating method of an insurance 
company B, it is first necessary to understand how automo 
bile insurance rates are set. 

Definitions 

0031 Auto insurance is a means by which at least some 
of the financial risks associated with operating an automo 
bile are transferred from a driver to an insurance company. 
A driver that has auto insurance coverage is referred to as an 
“insured driver. “Financial risks include things such as the 
cost of repairing a car, compensating an injured person after 
a collision or providing legal defense for an insured driver. 

0032. An insurance policy is a document that specifies 
the financial risks for which an insured driver is covered. It 
further specifies the conditions that must be met in order for 
the insurance coverage to be in force. One of these condi 
tions is that the insured driver pays a premium. 

0033. The premium specified in an insurance policy is 
calculated by an insurance company using a “rating algo 
rithm. 

0034. A rating algorithm uses data about an insured 
driver to calculate a premium. A premium can also be 
referred to as a “rate'. The data used to calculate a premium 
can include, but is not limited to: 
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0035) driver age 

0036) driver sex 
0037 accident history 

0038 

0039) 

0040 

0041) 

0042 

traffic violation history 

credit rating 
marital status 

home ownership 
residence location 

0043. A given insurance policy may only be in force for 
a certain period of time called a “term. Terms are com 
monly six months or twelve months. Some policies have 
monthly terms. 
0044) Within this Specification, terms will be presumed 
to be yearly. This is merely for the sake of simplicity of 
explanation. The methods disclosed herein are suitable for 
terms of any length. 

0045 Insurance policies can be extended for an addi 
tional term by being “renewed”. An insurance company 
calculates a new premium for a Subsequent term using their 
rating algorithm and updated information about the insured 
driver. Rating algorithms may calculate higher or lower 
premiums for Subsequent terms due to changes in data about 
an insured. 

0046) The financial consequence that a driver suffers due 
to an accident is called a “loss’. If the driver wants to be 
compensated for his or her loss by the insurance company, 
he or she submits a “claim’. The money or other consider 
ation that the insurance company provides to the insured 
driver to cover the claim is called a “benefit'. 

0047 Ameasure of financial performance of an insurance 
company is its “loss ratio'. A loss ratio is the ratio of the 
money paid out in benefits to the money paid in as premi 
ums. If a loss ratio is 60%, for example, then, in a given 
term, the insurance company paid out 60 cents in benefits for 
every dollar in premium they collected. The 40 cents that the 
insurance company didn't pay out went to cover the addi 
tional expenses of providing the insurance. These additional 
expenses include the salaries of employees, the cost of goods 
and services, such as computers, and profit. In the US, a loss 
ratio of 60-70% is considered good in the sense that the 
insurance company will generally have enough money to 
cover the cost of their claims with enough left over to cover 
the cost of their operating expenses and provide a reasonable 
amount of profit. A loss ratio of greater than 70%, however, 
is considered bad in the sense that over the long term, an 
insurance company may not have enough revenue to cover 
its expenses or make a profit. 
0048 Auto insurance is commonly sold by "agents’. 
Agents typically earn a commission when they sell a new 
insurance policy for a given insurance company. Agents may 
also earn a commission when they get a given driver to 
renew their policy with a given insurance company. The 
insured drivers who purchase from an agent are called 
"clients of the agent. Agents may either represent one 
insurance company exclusively ("captive agents') or mul 
tiple insurance companies ("independent agents'). 
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0049. A group of insured drivers is called a “block of 
business'. A given agent may have one or more blocks of 
business that they serve. Each of these blocks of business 
usually has its automobile insurance coverage provided by a 
single insurance company. A given agent may represent a 
multiplicity of insurance companies and hence may have 
clients in a multiplicity of blocks of businesses. 
0050. When a given insurance company “A” leaves a 
state, as discussed above, another insurance company “B” 
may negotiate with the agents of said insurance company A 
to have said company's agents recommend to their clients 
that said clients get their automobile insurance coverage 
from Company B. A given agent, therefore, may refer his or 
her clients in a given block of business formerly served by 
company A to new company B. Typically, no more than 
about 50% of the insured drivers in a given block of business 
will accept the agent's recommendation and will purchase 
their insurance coverage from company B. The fraction of 
drivers that accept the agents recommendation and go with 
company B is called the “conversion ratio'. A conversion 
ratio of 50% is typical. A conversion ratio greater than 60% 
is Surprisingly good. 

How Automobile Insurance Rates are Set 

0051 FIG. 3 illustrates how automobile insurance rates 
are set. A given insurance agent 320 may represent a given 
insurance company A 330. The insurance agent may have 
one or more insured drivers 312 as his or her clients. The set 
of insured drivers served by the agent and covered by 
insurance company A is a block of business 310. 
0.052 Before the end of a given term, insurance company 
A calculates the premiums that will be required of each of 
said insured drivers in said block of business in order for 
their automobile insurance coverage to be renewed for the 
Subsequent term. The insurance company A uses a rating 
algorithm A.334 to calculate the premiums. The calculations 
are done at least in part on an information system 332. Said 
information system comprises one or more computers which 
read and write data to one or more databases and/or input/ 
output devices (not shown). 
0053. The insurance company A then forwards 331 the 
new rates A either to the agent 320 who then forwards 321 
them to the insured drivers or the insurance company 
forwards the rates directly to the insured drivers with a copy 
being provided to the agent. The insured drivers then pay 
311 their premiums, usually directly to the insurance com 
pany, and upon doing so, their insurance coverage is 
renewed for the Subsequent term. The insurance company 
also forwards 333 a renewal commission to the agent. 
0054 During the course of a term, one or more drivers 
may be in one or more accidents. They will then submit 313 
claims to the insurance company. The insurance company 
will then pay 315 the benefits owed to the drivers to cover, 
at least in part, the insured drivers losses. 

Government Approval of Rates, Rating Algorithms 
and Factors 

0055. In most jurisdictions within the United States rates 
are set by each insurance company and calculated by means 
of base rates, factors and a rating algorithm. A given rating 
algorithm takes various information about the driver and 
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other information related to the risk of that driver having an 
accident and then calculates a rate for the driver. The rate is 
proportional to the probability of the driver being in one or 
more accidents during a given term (“accident frequency'). 
The rate is also proportional to the average covered losses 
arising from accidents (“accident severity'). Hence a driver 
with an anticipated high probability of having an accident 
will be charged at a higher rate than a driver with a low 
anticipated probability of having an accident. 
0056 Referring again to FIG. 3, before an insurance 
company can use a given rating algorithm in a given state, 
it must usually first submit 341 said rating algorithm to that 
state's Department of Insurance 340. Said insurance depart 
ment then determines if the rating algorithm comports with 
the laws, regulations and legal precedents 351 of the state 
350. If it does, then the state insurance department approves 
343 the algorithm for use by the insurance company. 
0057. Once an insurance company’s rating algorithm is 
approved by a state insurance department, the insurance 
company must use that algorithm. An insurance company 
cannot change the algorithm, nor deviate from it, without 
regulatory approval. 
0058 Rating algorithms are normally available for public 
inspection at a state's insurance department. Hence different 
insurance companies can learn what rating algorithms are 
being used by their competitors. It is common, therefore, for 
insurance companies to use at least portions of each other's 
algorithms. Larger insurance companies may develop their 
own algorithms since they have the resources to do so. 
Smaller companies with less resources may rely upon the 
algorithms developed by other companies or modify the 
algorithms of other companies to better meet the needs of the 
particular segment of the market they are targeting. 
0059) One might expect that the rates for a given driver 
calculated by different rating algorithms would be approxi 
mately the same. This is not necessarily the case, however. 
Drivers are categorized by a rating algorithm into different 
risk classes based on different risk factors, such as age, 
accident record and history of moving violations. The num 
ber of risk classes may be so large that the number of drivers 
in any given single risk class ("classification cell’) may be 
very Small. The number may be so Small in Some classifi 
cation cells that it is impossible to independently determine 
if the rate calculated for that class is accurate. A given 
insurance company may have enough data to accurately 
estimate the overall accident rate for the insured drivers in 
a given block of business, but may not have enough data to 
accurately estimate the accident rate for a given classifica 
tion cell within said block of business. Hence different rating 
algorithms may give comparable results for the overall 
accident rate of a given block of business, while at the same 
time giving very different estimations of the accident rates 
for the insured drivers in some of the less populated clas 
sification cells. 

0060 Additionally, two functionally similar algorithms 
can yield two very different rates for an identical risk. This 
is because different insurance companies may arrive at 
different estimates for the base rates and factors that param 
eterize the algorithms. Because the algorithms specify how 
to perform the calculations that combine base rates and 
factors to generate a final rate, differences in just one base 
rate or factor can result in many differences in the final rates 
that result from the application of the algorithms. 
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0061 FIG. 4 shows how the rates calculated by two 
different rating algorithms can be very different. FIG. 4 is a 
bar graph 400 of the number of policies (i.e. insured drivers) 
in a given block of business of 6500 drivers versus the ratio 
of the premiums calculated for said drivers by a rating 
algorithm B to the premiums for said drivers calculated for 
a rating algorithm A. Both of these algorithms had been 
approved by a given state insurance department as providing 
fair and equitable results consistent with the laws, regula 
tions and legal precedents of the state, and yielding rates that 
are neither excessive nor inadequate. 
0062) The ratio shown in FIG. 4 has a value of 1 if both 
rating algorithms produce the same premium. The ratio is 
less than 1 if premium B is less than premium A. The ratio 
is greater than 1 if premium B is greater than premium A. 
0063 Each bar in FIG. 4 represents a range in premiums 
of about +/-5%. Hence 4 bars represent a range of normal 
variation 402. More than 4 bars represents a range of 
significant variation 404, 406. 
0064.) If the set of drivers represented in FIG. 4 were to 
be suddenly switched from an insurance company A using 
rating algorithm A to an insurance company Busing rating 
algorithm B, then a large fraction of the drivers would be 
Subjected to a significant increase 406 in premium and a 
comparable number of drives would receive a significant 
decrease 404 in premium. Those that had a significant 
decrease might be very happy with their apparent windfall. 
Those that saw a significant increase, however, might imme 
diately start shopping for another insurance company. The 
significant increase or decrease in premium would have 
nothing to do with how good or bad a given driver was. I 
might simply be an artifact of the fact that many drivers fall 
into classification cells where there are not enough drivers to 
independently assess their probability of loss or the value of 
a prospective loss. 
0065. Many of said drivers that were presented with said 
Sudden significant increases in premiums will seek to find 
coverage from another carrier. Hence the block of business 
would shrink and the conversion ratio would be low. 

0.066 Those that were presented with a sudden significant 
decrease in premium would most likely stay with said 
insurance company, but on average, they would not be 
paying enough premium. Hence the loss ratio for the remain 
ing block of business would increase. 
0067 Experience has shown that when a block of busi 
ness is affected by a Sudden change in rate, the conversion 
ratios are about 50% and the loss ratios climb from about 
60% before the conversion to over 80% shortly after the 
conversion. Thus, any insurance company seeking to take 
over a block of business from a given company leaving a 
given state must factor in low conversion rates and high loss 
ratios in their rating algorithms. The result of factoring in 
anticipated high loss ratios and low conversion rates is that 
the new insurance company may have to raise the average 
rates charged to the overall block of business. 

Phased-in Rating Transition 
0068 FIG. 5 illustrates a method according to the present 
invention for phasing-in the transition from an initial rating 
algorithm A to a Subsequent rating algorithm B. FIG. 5 is a 
bar graph. 500 which shows the premium that a given insured 
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driver is charged versus time as they are switched from 
premiums calculated by algorithm A to premiums calculated 
by algorithm B. 
0069. During an initial time period 502 (i.e., years-2, -1, 
0), said insured driver is charged a premium as calculated by 
an initial rating algorithm A. That premium undergoes year 
to year normal variations in the range of up to +/-20%. 
0070. During a transitional time period 504 (i.e., years 
1,2,3,4,5), said insured’s premiums are first calculated 514 
according to a Subsequent rating algorithm B, but then are 
adjusted 512 downward so that said insured does not expe 
rience an increase in premium greater than normal (e.g., 
<=20%). The gap 512 between the premium calculated 514 
according to algorithm B and the actual premium 516 
charged to the insured driver decreases over time until the 
difference is zero at the end of the transition period. The 
insured is then 506 charged premiums according to algo 
rithm B. 

0071. When a transition period according to the above 
description is implemented, it has been found that conver 
sion ratios of over 80% have been achieved with loss ratios 
of not more than 65%. Thus insurance company B did not 
have to increase overall premiums offered to the block of 
business in order to compensate for a low conversion ratio 
and increased loss ratio. 

Premium Transition Factor 

0072 A suitable equation for calculating the premium 
that an insured driver is charged during a transition period is 
given by: 

Pt-Pb-TV, (Pb-Pa.) 
Where: 

0073 Pt is the premium charged to an insured driver 
during year (or term) in of a given transition period. 

0074 Pb is the premium calculated according to rat 
ing algorithm B for year (or term) n. 

0075 Tf, is a premium “transition factor” calculated 
for year (or term) n. Said rating transition factor will be 
discussed in more detail below. 

0076 Pa, is the last premium calculated for an insured 
driver using rating algorithm A. This is referred to as a 
“legacy premium'518. It is the premium charged to the 
insured driver as of year 0. 

0077. The expression: 
-TV, (Pb-Pa.) 

is the amount 512 that the premium calculated according to 
algorithm B is adjusted by in each term n of the transition 
period. 

0078 FIG. 6 is a bar graph 600 which illustrates how the 
premium transition factor, Tf might vary over the course of 
a transition period 604. In this example, the transition factor 
decreases linearly over 5 years from an initial value of 0.8 
in year 1 (or 1 in year 0) to a final value of 0 in year 5. 
0079 A preferred range of lengths for a transition period 

is 2 to 10 years. A more preferred range is 3 to 6 years. 
0080 A premium transition factor may be decreased to 
Zero before the end of a transition period if the insured driver 
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makes a significant change to his or her policy or has a 
significant change in risk factors that would cause an addi 
tional significant change in premium. The rationale for 
setting the transition factor to Zero is that the driver would 
expect a significant change in their premium anyway and 
there is no longer any reason for shielding the driver from 
the earlier significant change due to the change in rating 
algorithm. 
0081 Alternatively, the premium transition factor may be 
increased before the end of a transition period. This might be 
done if for a given insured driver, the premium transition 
factor would cause said driver's premiums to change by 
more than a significant amount. For example, the premium 
transition factor may be adjusted so that the increase in a 
given driver's premiums is no greater than 15% in a given 
year. 

0082 Placing an upper limit on how much a given 
driver's premiums can increase in a given year may cause 
the driver to experience a significant increase in premium at 
the end of the transition period when the premium transition 
factor is set to zero. Nonetheless, the method still increases 
conversion ratios beyond what might be otherwise expected 
since a number of insured drivers may be more willing to 
accept a significant increase in premiums after they have had 
several years of positive experiences with the insurance 
company B. 
0083. It has been found, for example, that by limiting 
premium increases to 15% per year for two years and then 
setting the premium transition factor to Zero in year three, a 
higher than expected number of drivers tolerate the signifi 
cant increase in premium in year three than if the same 
premium increase were offered in year one. 
0084. In an alternative embodiment, the premium transi 
tion factor is selected Such that at least a majority of the 
drivers in a given block of business see a normal change in 
premiums from one term to the next during the transition 
period. It is not necessary to select a transition factor Such 
that no drivers experience a significant change in premium. 
0085. The invention is effective as long as the transition 
factor is chosen such that more drivers have a normal change 
in premium that would otherwise occur if there were no 
transition period. 

Shape Parameter 
0.086 An alternative function for calculating a premium 
transition factor incorporates a shape parameter W. This 
function is illustrated in bar graph 700 of FIG. 7 and 
presented below: 

W 

TI, = ( – ) 

Where: 

0087 Tf, is a premium transition factor. 

n is the nth year (or term) of a transition period. 

n is the length of the transition period. 

W is a shape parameter. 

May 24, 2007 

When the shape parameter W is equal to 1, the premium 
transition factor decreases linearly over the length n, of 
a transition period. This linear decrease is shown in 
previously discussed FIG. 6. 

0091 Referring back to FIG. 7, when the shape param 
eter is less than one, the premium transition factor decreases 
initially quickly and subsequently more slowly. Curve 702 
and its associated bars 703 show how the premium transition 
factor decreases when the shape parameter is /2. 
0092. On the other hand, when the shape parameter is 
greater than one, the premium transition factor initially 
decreases slowly and then decreases more quickly. Curve 
704 shows how the premium transition factor decreases 
when the shape parameter is 2. 

Phased-in Premium Decrease 

0093. Thus far, we have focused on the surprising ben 
efits of phasing-in a premium increase that is mandated by 
a change in rating algorithm. There are, however, also 
Surprising benefits to phasing-in the premium decreases also 
mandated by the same change in rating algorithm. 
0094. A sudden significant but arbitrary decrease in pre 
mium may be seen as Suspicious by an insured driver. The 
insured driver may, for example, question whether or not the 
earlier premiums they had been paying to insurance com 
pany A were fair. Thus it is beneficial to phase-in premium 
decreases in much the same way as premium increases are 
phased-in. 

0.095 FIG. 8 is a bar graph 800 which illustrates how a 
significant premium decrease due to change in rating algo 
rithms can be phased-in. The premium calculated 812 
according to algorithm B is increased 814 by an amount 
dictated by the difference between the rating algorithm B 
premium 812 and the legacy premium 816. Said difference 
is multiplied by a transition factor to give the premium 
adjustment 814. The premium 818 that is charged to the 
driver is less than what they were paying before, but not 
overly so. The premium continues to decrease over the 
transition period 802 until it is the same as the premium 
calculated according to rating algorithm B. 
0096. When all of the premiums in a block of business are 
phased-in using the same transition factors as described 
herein, then overall premium income is maintained, loss 
ratios remain low and conversion ratios are high. 
0097. There may be advantages to using different shape 
factors for premiums that will increase versus premiums that 
will decrease. An insurance company may use a shape factor 
that is less than 1.0 for insured drivers that are due for a 
premium increase and a shape factor greater than 1.0 for 
insured drivers that are due for a premium decrease. The net 
effect is to help further reduce the loss ratio for a given block 
of business during a transition period. 
0098. Alternatively, an insurance company may use a 
shape factor that is greater than 1.0 for insured drivers that 
are due for a premium increase and a shape factor less than 
1.0 for insured drivers that are due for a premium decrease. 
The net effect is to help further increase the conversion ratio 
for a given block of business during a transition period. 
0099. There are also surprising advantages to adjusting 
the shape factor and length of a transition period such that 
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most insured drivers due for a rate increase experience 
approximately constant percentage increases in their premi 
ums for each term in said transition period. 

Computer Implementation 
0100. The methods described herein for calculating pre 
miums during a transition period can be implemented for a 
large number of drivers using computerized means of data 
0101 Each driver has one or more data records compris 
ing data fields associated them his or her policy. These data 
records comprise the data required to calculate the premium 
for a given driver for a given term of auto insurance 
coverage. In order to implement the method, data elements 
for the legacy premium and transition year are assigned to 
each driver. These data elements are used in the equations 
described above to calculate the adjustments to the premi 
ums for each driver during a transition period. 

Increased Competition 
0102) The present invention for transitioning a block of 
insureds from one rating algorithm to another can be used to 
increase competition within a given insurance market by 
lowering the barrier to entry for new competitors. 
0103) A major area where insurance companies compete 

is in the features of the service they provide. Many compa 
nies have developed improved capabilities for servicing 
their customers. These include mobile Vans for processing 
claims, such as the Crashbusters(R vehicles offered by Ply 
mouth Rock Assurance Corporation of Boston, Mass. 
0104 Based on these improved service capabilities, a 
given regional insurance company may wish to expand into 
new territories. A Suitable means for expansion is to recruit 
existing agents in a given territory to offer policies issued by 
said insurance company to blocks of business that are 
already serviced by incumbent insurance companies. By 
phasing in the rate transition from an incumbent insurance 
company to a new insurance company, conversion ratios are 
higher and more consumers can take advantage of the new 
company's Superior service offerings. 

Improved Rating Algorithms 

0105 The present invention can also be used to transition 
customers of a given insurance company from an obsolete 
rating algorithm to an improved one. As described above, 
there is significant room for improvement in current rating 
algorithms. If companies can transition their customers to 
improved algorithms without generating undue customer 
dissatisfaction, they will be more likely to invest in making 
said improvements. 

Applicability to Other Forms of Insurance 
0106 The methods described herein may be suitable for 
other forms of insurance where rating algorithms may have 
to be changed from time to time. These other forms of 
insurance include health insurance, homeowners insurance, 
life insurance and property/casualty insurance. 
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Conclusion 

0.107 One of skill in the art will recognize that insurance 
is a pervasively regulated industry. One practicing the meth 
ods described and claimed herein will want to maintain 
compliance with all applicable local, state and federal regu 
lations, to ensure that the insurance policy is properly 
presented to the insured, premiums are properly approved, 
underwriting properly occurs, all necessary regulatory 
approvals are in place, etc. 
0.108 While particular embodiments of the present 
invention have been illustrated and described, it would be 
obvious to those skilled in the art that various other changes 
and modifications can be made without departing from the 
spirit and scope of the invention. Any of the aspects of the 
present invention found to offer advantages over the State of 
the art may be used separately or in any suitable combination 
to achieve some or all of the benefits of the invention 
disclosed herein. 

What is claimed is: 
1. A method for transitioning a block of insureds from a 

first rating algorithm A to a second rating algorithm B, said 
block of insureds comprising one or more insured drivers, 
said method comprising: 

a) selecting a length of transition period n, and 
b) charging each one of said insured drivers a premium for 

a given term n during said transition period wherein 
said premium is greater than or equal to the premium 
Pt, given by the equation: 
Pi—Pb-TV, (Pb-Pa.) 

wherein; 
i. Pb is the premium for term n of the transition period 

calculated by said algorithm B; 
ii. Tf, is a transition factor for term n; and 
iii. Pa, is the premium for term 0 of said transition period 

calculated by said algorithm A: 
and wherein Tf, is chosen such that the change in said 
premium Pt, from the prior premium Pt is a normal 
change in premium for the majority of said insured 
drivers. 

2. The method of claim 1 wherein said normal change in 
premium is less than 20% in magnitude. 

3. The method of claim 1 wherein said transition factor 
Tf, is given by the equation: 

where W is a shape parameter in the range of /, to 2. 
4. The method of claim 3 wherein W is greater than or 

equal to 1.0 if Pb is greater than Pa, and W is less than or 
equal to 1.0 if Pb is less than or equal to Pa. 
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